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Goodmorning,andthankyou for theopportunityto speakbeforethe
Council again. Thisweekmy purposeis to clearup whatI believeare some
misconceptionsregardingthe economicsofhistorichomepreservationand
to providetheCouncil with incentivebasedsolutionsthatI hopewill benefit
all constituencies.

First, in termsof quantifyingthe issuefrom a budgetperspective,according
to stateofficials, thereare currently255homeson the statehistorichomes
registry. I haveheardestimatesof lost revenuefrom therealpropertytax
exemptionrangingfrom $12 million to ashighas$100 million. In truth,the
costof theexemptionis probablymuch,muchsmaller. Assumingan
averagepropertytax bill of $10,000for thesehomes— which I submitis a
highestimate— thetotal costof theexemption,assumingzeroeconomic
benefitrealizedby thecommunityfrom theexemption— wouldbejust $2.5
million — an infinitesimal sumin relationto a municipalbudgetofover$1
billion.

Froman economicsperspective,oneof the trickier aspectsof the current
ordinanceis thatwhile the costis relativelyeasilyquantifiable,theeconomic
benefitthe communityreceivesin return is abstractanddifficult to quantify.
On this score,thevalueofhistoricpreservationis no different thanmusic
andthe arts. While it is difficult to quantify thevaluethecommunity
receivesfrom its financialsupportof, for example,the stateartmuseum,I
think we all agreethat the artsareanimportantaspectofourculturethat
warrantsour financialsupport. Thesameappliesto preservingour
architecturalheritage.Unfortunately,oneof the bestwaysto indirectly
measurethevalueofhistoricpreservationis to look backon whathasbeen
lost. I amsureHistoric Hawaii canshowyou manyphotosofwonderfulold
neighborhoodsandgorgeousoldhousesthat havebeenlostto development.
As a singlesimpleexample,I offer this photoof theSprecklesMansionthat
stoodon IsenbergStreetin Moiliili. Looking at the 1960slow risesthat
standtherenow, I askyou whetherourcommunitysuffereda losswhenthis
building andscoresof otherslike it weredemolishedfor development?
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This leadsinto anothermisconceptionI would like to dispel,which is that
thè~purp6se~ofthe~propertytax exemptionis to assisttheownersofhistoric
homesin offsettingthehighercostsofmaintainingtheir homes. Contraryto
this view, therealpropertytax exemptionhasabsolutelynothingto dowith
providing propertymaintenanceincentives,butratherto createa
disincentivefor propertybuyersandownersto demolishold homesin favor
ofmoderndevelopment.Usedin this manner,thereis a abundantempirical
researchto supportits effectiveness.Ironically, from a behavioral
economicsperspective,it canbearguedthat theproposalbeingconsidered
to replacethepropertytax exemptionwith a maintenancereimbursementtax
creditwouldactuallycreatean incentiveto developratherthanpreserve.

In my opinion, thesingle,blunt-edgesolutionsfor improvingthecurrent
historicpreservationordinancethathavebeenproposedto daterepresent
flawedpublic policy, andthatmoreeffectivepolicy solutionsthatappease
all constituenciescanbe foundby takinga mulit-facedapproach.I have
attachedan outlineofpotential solutionswith this testimony.

In closing,to borrowa line from thebestsellingbookFreakonomics,
“Incentivesare thecornerstoneofmodernl~fe.AndunderstandingtLem—

or, often,ferreting themout— is thekeyto solvingjustaboutanyriddle,
from violentcrime to sportscheatingto onlinedating.” I would arguethat
theyarethe key to implementinga productivepolicy for preservingour
architecturalheritageaswell.



TuE SI’RECNEI.s NAN5ION.

A CIl1N1~sEpagodaaccommodatedto Hawaiian conditions w-oulcl not he an inapt description of this house. It was planned to catchandsift through
the roomsthe breezefrom whateverquarter it might come,arid intolerant of shade-treeslike its owner wasof industrial rivals, its cupolaoverlooks a
goodly CX~Ufl5Cof territory. The sugaricing ‘‘ might havehiult amoreangustdwelling, hut it is scarcelyprobablethat U would haveseemedasgrandiose
as this modernizedthree-storypagodawith its cool verandas,tall windows,anti beautiful grounds,in which no largetreesneatdetract from its architectural
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Introduction:
This submissionto the HonoluluCity Council proposesanalternativesolutionto the
well-publicizedissuessurroundingthecurrentpropertytax creditgrantedto ownersof
residentialpropertieslisted on theHawaii Registerof HistoricPlaces.Althoughthis new
proposalincorporatessomeelementspresentedin 2010Bill #s55 and57 and2011 Bill
#s2, 3, and4, its distinguishingfeatureis that it rejectsblunt-edgesinglesolutionsin
favorof amulti-facetedapproachthat betterservestheinterestsofall constituencies.
Specifically,thesolutionproposedherein(1) addressesthecurrentbudgetcrisis andthe
City andCounty’sneedfor increasedpropertytax revenue,(2) acknowledgesthefailings
of Section8-10.22in its currentform by proposingmorestringentqualificationcriteria,
stricterenforcement,andgreaterpunitivemeasuresfor lack ofcompliance,and(3)
createsandimproveseconomicincentivesto preserveOahu’s culturalandarchitectural
heritage.

Summary
• Section8-10.22,RevisedOrdinancesofHonolulu 1990providesanexemption

from realpropertytaxesto residentialpropertyownerswhosehomesarelisted on
theHawaii RegisterofHistoric Places(“Chapter6E”). This registerwas
establishedby theStatelegislaturein 1976 in recognitionofthevalueof
conservingandpreservingthestateshistoric culturalandarchitecturalheritagefor
futuregenerations.

• Recentmediaexposeshavehighlightedalackofenforcementofthe Ordinance’s
requirementsthat allowpropertyownersto receivethepropertytax exemption
andhavealso suggestedthattheOrdinance,in its currentform, offerslittle public
benefitwhile unfairly exemptingoftenaffluenthomeownersfrom payingtheir
fair sharefor municipalservices.

• TheCity’s currentfiscal budgetcrisis combinedwith thepublic outcryover
perceivedunfairnessoftheOrdinanceunderstandablymakesthepropertytax
exemptionunderSection8-10.22a targetfor repealorrevision.

• SinceabusesofSection8-10.22werehighlightedin themediain mid-2010,five
City Council “Bills for anOrdinance”havebeenintroducedproposingto repeal
and/orreplacethecurrentOrdinance.Thesebills, all ofwhichare still active,are
2010Bill #s55 and57 and2011 Bills 2, 3, and4.

• Fromthe 1 880sthroughthe l930s,Oahuhada rich anddiverseperiodof
developmentthatincludedclassicexamplesofVictorian, Arts & Crafts,Colonial
Revival andTudorstyleresidentialarchitecture.Today,the legacyofthis
developmentis preservedlargely inphotographs,becausestartlingly few
examplesofthesehomeshavesurvivedto themodernera.

• Theamountofpropertytax revenuelost to theeliminationofthepropertytax
exemptionfor historic homesis easilyquantifiable,andis atemptingtarget for
cash-strappedcity government.However,carefulconsiderationshouldalsobe



madeofthe lesstangible,but veryreal,economiccostofpermanentlylosing
Hawaii’s historichomesto development.It should alsobe recognizedthat certain
aspectsof the State’sculturaland architecturalhistoryarepricelessand
irreplaceable,andthusneedto be protected.

ProposedAmendmentsto the Tax Incentive for Historic ResidentialRealProperty
Tax Exemption Provided Under Section8-10.22,RevisedOrdinancesof Honolulu
1990.

(1) Repealthe existing historic residential property tax exemption for oneyear
with the option to extendthe repealannually, at the City Council’s
discretion, for up to an absolutemaximum of5 years.

Discussion: Thebudgetshortfalloutlinedby MayorCarlisleis dire andtheneedfor
increasedproperty~axrevenueundeniable.Although theeliminationoftax incentives
for programsintendedto preservetheState’sculturalheritagemaybe viewedby manyas
ill-conceived,shortsightedpublic policy, it canalsobe arguedthat desperatetimescall
for desperatemeasures.While it is acknowledgedthatthis measureeffectively
eliminatesany immediateincentivefor homeownersto forgoalteringor destroying
historic ~t”uctures,thetemporarynatureoftherepealshouldamelioratesomeofthis
concern.

(2) Upon the reinstatementof the property tax exemption, the tax exemption
shall equal 50% ofthe property owner’s real property tax bill if the property
were not on the historic homesregistry.

Discussion: Thismeasurewould likely go a longway towardappeasingcitizenswho
claim thatanear100%exemptionunfairly allowspropertyownersto avoidpayingtheir
sharefor municipal services.At thesametime, while it reducesthe currenttax
exemption,themeasurewould continueto offer ownersof historichomesasignificant
economicincentiveto preservetheirhomes.

(3) Provide a 81:82 property tax credit to ownersofhistoric ho~nesfor
qualifying maintenancecostsand improvement expenditures during the
period in which the property tax exemption is repealed. The tax credit
would be allowed for up to 50% of thehistoric homeowner’sproperty tax
bill. Upon the reinstatementof the property tax, ownersof historic homes
would have the option eachyearof claiming the standard 50% property tax
exemption or, alternatively, of claiming up to a 75%credit for 81:82
improvements.

Discussion: This measurecontainsrealeconomicincentivesto preserveandimprove
historic homesand,becauseit requiresthepropertyownersto investtheirown moneyin
orderto receiveadditionaltax benefits,it shouldappeasemanycritics ofthecurrent
ordinance.



(4) Provide more stringent registration qualifications and improved
enforcementoverwhat is currently provided in Ordinance 8-10.22.
Specifically, the regulation maywish to (1) expand the current definition of
visual accessto a “reasonableman” standard, (2) contain provisionsthat the
require the historic home ownersto maintain theproperty, (3) require the
property owner to seekspecialapproval for any renovations or additions to
the homethat might, by a reasonableman standard, be deemedto diminish
the architectural heritage or integrity of theproperty

Discussion: Thesesuggestionsareanacknowledgementthat thecurrentqualifications
for registrationareextremelyliberal andrequirelittle responsibilityofthehomeowner.
In exchangeforthehomeownerreceivingtheeconomicbenefitof thetax exemption,this
proposalis aimedaincreasingtheresponsibilitiesof thehomeowner. Thethreeideas
introducedabovearemerelyintendedasstartingpoints.

(5) Provide for more severepunitive measuresfor thosehomeownerswho abuse
the spirit and/or letter of the Ordinance. Measuresmayinclude revocation
of historic homeproperty tax exemption,repayment of past taxes,and
separatefines and penalties. Becausethe City doesnot havefunds available
to hire an enforcementofficer, it makessenseto havethe public fill this role.
To this end, the City maywish to require eachhomeownerto displaya clear
sign noting his property’s status asan historic homeand providing a phone
number for the public to call if there is reasonto believethat the property
doesnot meetthe criteria outlined in the ordinance. Failure to display the
signin clear public view would result in additional fines.

Discussion: Thisproposaladdressesthecurrentproblemoflax enforcementby turning
thetaskofmonitoringoverthepublic.




